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SUMMARY 
A common finding in brand extension literature is that extension’s 
favorability is a function of the perceived fit between the parent brand and its 
extension (Aaker and Keller 1990; Park, Milberg, and Lawson 1991; Volckner and 
Sattler 2006) that is partially mediated by perceptions of risk (Milberg, Sinn, and 
Goodstein 2010; Smith and Andrews 1995). In other words, as fit between the 
parent brand and its extension increases, parent brand beliefs become more readily 
available, thus increasing consumer certainty and confidence about the new 
extension, which results in more positive evaluations. On the other hand, as 
perceived fit decreases, consumer certainty about the parent brand’s ability to 
introduce the extension is reduced, leading to more negative evaluations. Building 
on the notion that perceived fit of vertical line extensions is a function of the 
price/quality distance between parent brand and its extension (Lei, de Ruyter, and 
Wetzels 2008), traditional brand extension knowledge predicts a directionally 
consistent impact of perceived fit on evaluations of vertical extensions. Hence, 
vertical (upscale or downscale) extensions that are placed closer to the parent brand 
in the price/quality spectrum should lead to higher favorability ratings compared to 
more distant ones.  
In contrast to existing literature, this research shows that the extension’s 
direction is a key moderator of the perceived fit effect on vertical line extension 
evaluations. Specifically, we argue that consumers rely on perceived fit to diminish 
risk perceptions and increase favorability ratings for upscale but not for downscale 
extensions. To account for such asymmetric effect we argue that perceived brand 
expertise plays an important role. Because introducing an upscale extension implies 
a change in brand expertise, perceived fit is evoked to diminish rising levels of 
uncertainty. Conversely, because there is no change in brand expertise for downscale 
extensions, consumers do not need to search for a second risk reduction mechanism 
which in turn leads to a diminish effect of perceived risk. We examine this 
proposition in two empirical studies that offer converging evidence of the 
moderating role of the extension’s direction in the perceived fit – extension 
evaluation relationship. 
Study 1 was an online 2 (distance: close vs. far) x 2 (extension direction: up 
vs. down) between-subjects factorial design experiment to test the hypothesis that 
the effect of perceived fit on vertical extension evaluations is moderated by the 
extension’s direction. In particular, we test the hypothesis that the greater the 
perceived fit between an upscale extension and its parent brand, the greater the 
perceived risk, which in turn results in more favorable evaluations of the extension. 
We show that this is actually an asymmetrical effect that does not arise in downscale 
  
scenarios. Consumers will not perceive a more distant downscale extension to be of 
higher risk compared to a closer extension.  
Two-way ANOVA results showed no significant main effect for perceived 
fit on extension evaluations (F(1, 131) = 1.54, p > .10), but a significant main effect 
for direction (F(1, 131) = 12.39, p < .05) on the extension evaluations. More 
importantly there was a significant interaction effect between perceived fit and 
direction on extension evaluations (F(1, 131) = 4.54, p < .05). This interaction effect 
was in the hypothesised direction. In particular, one-way ANOVA results show that 
upscale extension evaluations are significantly lower in the far compared to the close 
condition (Mfu = 4.76 vs. Mcu = 5.39; F(1, 64) = 4.84, p < .05). In contrast, no 
significant differences between far versus close downscale extensions were found in 
the extension evaluation (Mfd = 5.82 vs. Mcd = 5.66; F(1, 67) = .47, p > .10). We 
conducted an additional analysis to test the proposition that the effect of perceived 
fit on upscale extension evaluations is mediated by perceptions of risk. The bias-
corrected bootstrap (based on 5,000 bootstraps samples) reveal that the mean 
mediating effect is positive (a x b = .12) and significant with a 90% confidence 
interval excluding zero (.004 to .408). In the indirect path, a unit increase in 
perceived fit reduces risk by a = - .69 units and a unit increase in risk reduces 
extension evaluation by b = - .17. The effect of the direct effect c (.51) is only 
marginally significant (p = .086). According to Zhao et al. (2010), because a x b x c 
(.06) is positive, this is a complementary mediation. 
Study 2 was also an online 2 (distance: close vs. far) x 2 (direction: up vs. 
down) between-subjects factorial design experiment that sought to explain why there 
is a diminishing effect of fit on the extension’s evaluation in downscale scenarios. 
Weexamined the effect of brand expertise on the extension evaluation in the upscale 
and downscale scenarios and tested whether perceived risk mediates this relationship 
in both directions (up vs. down). Our results replicated the findings of study 1 in a 
different manipulation setting; the extension price was kept constant while the parent 
brand price was manipulated. The bias-corrected bootstrap analysis (based on 5,000 
bootstraps samples) reveal that the mean mediating effect of perceived risk on the 
fit-evaluation relationship is positive (a x b = .2423) and significant with a 95% 
confidence interval excluding zero (.0522 to .4806) when brand expertise was used 
as a covariate for upscale extensions. In contrast, the bias-corrected bootstrapping 
(using 5,000 sample) show that mean mediating effect of perceived risk on the brand 
expertise-extension evaluation is positive (a x b = .2216) and significant with a 95% 
confidence interval excluding zero (.0457 to .4687) when perceived fit was used as a 
covariate. In both cases, the covariate was not significant (p > .20). 
Taken together, the two studies provide strong evidence that consumers 
systematically use perceived fit as a risk reduction mechanism for upscale 
extensions while brand expertise plays that role for downscale extensions. First, we 
show that the effect of perceived fit on vertical extension evaluations is moderated 
by the extension’s direction. Results show a positive effect of perceived fit on 
upscale evaluations but not for downscale extensions. Study 2 replicated this finding 
and further showed that that risk perceptions are lower for downscale extensions 
compared to upscale extensions because it is the effect of brand expertise on the 
extension evaluation that is mediated by perceived risk in the downscale setting 
while the effect of perceived fit on the extension’s evaluation is mediated by 
perceived risk in upscale scenarios.  
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